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) THE 99% OCCUPATIONAL MIX GROUP
MEMCARE GEOGRAPRIC RECTLASSIFICATION ISS5UE

Executive Summary

[n 1989 Congress passed legistation ostablishing the Medicare Grographic Classification
Review Board. Since FFY 1992, hospitals have had the opportunity 16 seek the higher uban wage
index of the nearest metropolitan area if 2 raral factiity met certain annual statistical eriteria. The basic
test allows haspitals o be reclassificd iFthe hospital's average hourly wags was equal 1o 24% or more
of & nearby Metropolitan Statistical Area (MSA). But if a rural hospital’s hourly wage i$ less than 84%
of the nearhy Metro area, Congress mandated that an “occupational mix adjnstrment” criteria, an
aHermative to the 84% criteria, could be used. This occupational mix adjustment would account for any
impact on the rural hoapital’s average hourly wage caused by using a lower skill mix than nearby whan
haspitals. The lower skill mix could be caused by cither the inability of the hospital 1o find heabth
professionals in their ares or the hospital's financial need 10 substitute fower paid individuals and
uitlize {fewer professionals. Since rural hospitals are paid lass than urban hospitals, many rural ,
haspitals have no choice and must substitute lower paid workers.

The cceupational mix criteris recomputes the rural hospital's wverage hourly wage assuming the
rural hospital etilized the same mix of professionals and other hospital employee groups as the nearby
urban areas, If the rural hospitals recompuied average hourly wage is 0% or more of the averape
hourly wage of the urban hospitals then the criteria was met and the hospial coutd be reclassified.

This adjustment gliminated the bias of a rmrat hospital's lower skill mix of employees from the
rectassification criteria. The American Hospital Association {AHA) collected this occupational mix
diata but as a result of downsizing, they discominued collecting this dats. Because HCFA did not have
any other source of data, the 90% criteria was climmated by reguiation on August 28, 1997,

On Aupust 5, 1997, President Clinton signed the Balanced Budget Act {BBA} of 1997 This
inchuded a provision o improve Medicare payment 0 a key group of rural hospitals known as Rural
Refereal Centers (RRCs). These are large urban like facilities that provide primary, secondary, and
tertiary cave to rural rosidents. The BBA excepted RRCs from an onerous reclassification criteria that
had prevented approximately fifty percent of the RRCs from obtaining a wape index reclassification o
a hearby metropolitan ares. This BBA provision recognizes that these sophistieated hospitals are i
competition with urhan medical centers for health professionals and therefore these key facilities must
be paid an urban wage index rather than the lower rural wage index. HCFA eliminated the $0%
criteria three weeks after legislation was enacted to protect these same hospitata!

We request legislation that would require HUF A to reinstale the 90% criteria using the no
longer current AHA data uniil alternative sources of peeupational mix data are developed, MEA
oooupationg] enx data changes very slowly and it would be reasonable 1o use older dats for this
purpose,  Adoption of the legislation would improve pasment equity to the RRCs and favorably i mnp o
a smill number of other rural hospitals. The proposal is budget reutral and would shift an
inconsequentiat amount from the 4,975 US hospitals to sporoximately thirty-five hospitals.

[Hozpital representatives from at least nine states contacted their legistators on this issue in
Becernber of 1997 and Janeary of 1998, A meeting with HCFA executives and an AHA representative
o Aprk 1, 1998 ruled cut administrabive resobstion of this issue. In July of 19593 a meeting with the
Senate Majority Leader's staff confirmed there would be no legislative vehicle avaiable for the 105™

Congress and we were encotraged to work with the 106™ Congress on this matter,
D3SIDEE -
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